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(e) thereof) with respect to which any
expenditures allowed as deductions
under section 617(a) are properly
chargeable.

(d) Adjusted exploration expenditures—
(1) In general. The term adjusted explo-
ration expenditures means, with respect
to any property or mine:

(i) The aggregate amount of the ex-
penditures allowed as deductions under
section 617(a) for the taxable year and
all preceding taxable years to the tax-
payer or any other person which are
properly chargeable to such property
or mine and which (but for the election
under section 617(a)) would be reflected
in the adjusted basis of such property
or mine, reduced by

(ii) The excess, if any, of the amount
which would have been allowable for
all taxable years under section 613 but
for the deduction of such expenditures
over the amount allowable for deple-
tion under section 611 (determined
without regard to section 617(b)(1)(B)).
The amount determined under the pre-
ceding sentence shall be reduced by the
aggregate of the amounts included in
gross income for the taxable year and
all preceding taxable years under sec-
tion 617(b) or (c) and the amount treat-
ed under section 617(d) as gain from the
sale or exchange of the property which
is neither a capital asset nor property
described in section 1231.

(iii) If a taxpayer pays or incurs ex-
ploration expenditures on a property
which contains a producing mine and if
such taxpayer deducts any portion of
such expenditures under section 617(a),
an amount equal to the amount so de-
ducted shall be taken into account in
computing the taxpayer’s taxable in-
come from the property for the purposes
of the limitation on the percentage de-
pletion deduction under section 613(a)
and the regulations thereunder. The
amount of the adjusted exploration ex-
penditures with respect to the produc-
ing mine shall be reduced by an
amount equal to the amount by which
the taxpayer’s deduction under 617(a)
(described in the preceding sentence)
reduces the taxpayer’s deduction for
depletion for the taxable year. See ex-
ample 1 in subparagraph (6) of this
paragraph.

(iv) For purposes of § 1.617–4, the ag-
gregate amount of adjusted exploration

expenditures with respect to a mining
property includes the aggregate
amount of adjusted exploration expend-
itures properly allocable to all mines
on such property.

(v) (a) For purposes of paragraph
(a)(1) of this section, the aggregate
amount of the adjusted exploration ex-
penditures is determined as of the close
of the taxpayer’s taxable year.

(b) For purposes of § 1.617–4, the ag-
gregate amount of the adjusted explo-
ration expenditures is determined as of
the date of the disposition of the min-
ing property or portion thereof.

(2) Adjustments for certain expenditures
of other taxpayers or in respect of other
property. (i) For purposes of subpara-
graph (1) of this paragraph, the explo-
ration expenditures which must be
taken into account in determining the
adjusted exploration expenditures with
respect to any property or mine are not
limited to those expenditures with re-
spect to the property disposed of or
which entered the production stage nor
are such expenditures limited to those
deducted by the taxpayer. For the
manner of determining the amount of
adjusted exploration expenditures im-
mediately after certain dispositions,
see subparagraph (4) of this paragraph.

(ii) If a transferee who at the time of
the transfer has not made an election
under section 617(a) (including a trans-
feree who has made an election under
section 615(e)) receives mineral prop-
erty in a transaction in which the basis
of such property in his hands is deter-
mined in whole or in part by reference
to its basis in the hands of the trans-
feror and with respect to such property
the transferor has deducted exploration
expenditures under section 617(a), the
adjusted exploration expenditures im-
mediately after such transfer shall be
treated as exploration expenditures al-
lowed as deductions under section
617(a) to the transferee.

(iii) If a transferee who makes an
election under section 617(a) receives
mineral property in a transaction in
which the basis of such property in his
hands is determined in whole or in part
by reference to the basis of such prop-
erty in the hands of the transferor and
the transferor had in effect at the time
of the transfer an election under sec-
tion 615(e), an amount equal to the
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